
FROM: Utilities Division 

DATE: October 19, I998 

RE: IN THE M A T E R  OF THE COMMISSION EXAMIPJATION OF LOCAL 
DISTRIBUTION COMPANY PURCHASED GAS ADJUSTOR MECHANkSMS 
W K E T  NO. G--984568) 

In recent years, prices in natuwl gas markets have shown signifhut volatility and the 
Arivona cotporarion Commission (Commission) bas received numerous comphints from Arizona 
natural gas customers that Wi monthly gas bilk have greatly fluctuated from month to 
month and year to yea. To address gas cost issues, the Commission, in its decision on a recent 
Southwest Gas p\ffchased gas adjustor (WA) filing (Decisim No. 60735, Ma& 23,1998), otcEered 
"tbat Staff establish a working group witb Southwest, the ather Arkma Lmd Distribution 
Conqmks (LWs), rrmd o t k  interested parties to work together to expbw possible PGA 
mechanism design changes, ihcludiig the inrposition of interest on ~ccopmt bdances and make 
rec~mmendations such that the Commission can act on tbose xwmmemh 'om 110 later than 
November 1,1998." This decisioa isliso indicates that issues leading totbe formation of this working 
group include the volatiw of nahnai gas prkes, providing flexibility to L X s  in the recovery of 
their natura3 gas costs, and tk possibility of developing more uniform PGA mechamisms for Arizona 
LDCS. 
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I 

PGA M e c h i s m  

adopted- 

The bank balance thresholds should be set as follows: 

"The utility must either: 
1. 

2. 

File for a PGA rate adjustmeat within 45 days of the tbreshoM being 
exceaded, OR 
Cantact Staffto diiscusswhy aPClAigteadjusmmt is not necessary athat 
time. 

l""yll. .*. . -. 
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a letter within 30 days of the bankbalance b e i i  meeded, the LDC must file for a 
PGA rate djustment within 45 days of the thsholld being ex&.” 

Reporting Requirements 

The Monthly PGA Rcpart from each L E  should at aminimum cantain the following: 

1. Suaunary S k t -  w Appeedix G, Exhibit A, O f  the St& Keport; 
2. StJeS Sum may Sheet- see Appendix C, Exhibit B; 
3. PGA d13g average CalcUtatiOn wotksheet - see A-r C, Exhibit C; and 
4. sheets slxrwiap, credits aid debits calcuiations. 

Provision OfImrOices for Monthly PurcaseS: 

.___I. . . . ., . , . .., ., ._.... . ..-. * . . .._.__ ... . . ~~ _..._.. . , -  ...,. _. .. . . . 
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1 Commissioner 

i 

IN THE MATIER OF THE COMMISSION ) DOCKET NO. G-00000C-98-0568 
EXAMMATION OF LOCAL 1 
DfSTIUBuTiON COMPANY PURCHASED ) 
GAS ADJUSTOR MECHANISMS. 1 DECISION NO. 

Open Meeting 
October 27 and 28,1998 
Phoenix, A.rizona 

BY THE COMMISSION: 

FINDINGS OF FACT 

1. Bagdad Copper Market, Black Mountain Gas, Broken Bow Gas, Citizens 

Utilities, Duncan Rural Service Corporation, Graham County Utilities, and southwest Gas are 

engaged in prrlviding natural gas service within portions of Arizona, pursuant to authority 

granted by the A ~ m m i  Corporation Commission. 
I 

2. Ir recent years, prices in natural gas markets bavr shown significant volatility and 

the Arizona Corporation Commission (Commission) has m e  lied numerous compIaints from 

Arizona natural gas customers that their monthly natural gas bilIs have greatly fluctuated from 

month to month and year to year. 

I 
I I  

1 

3. To address gas cost issues, the Commission, in its decision on a recent Southwem 

Gas purchased gas adjustor (PGA) filing (Decision Number 60735, March 23. 1998). orderec 

"that Staff establish a working group with South& the other h n a  Local Distributior 

Company (LDCs), and other interested parties to work together to explore possible PQb 

mechanism design changes, including the imposition of interest account balances and 

recommendations such that the Commission can act on those recommendations no later thEu 
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?;mirnk I .  1W8." This decision also tnciicated that issues leading to the formatJon of t h -  

wrking p u p  include the volatility of natural gas prices. providing flexibitit) to L.Ms In th: 

recoven of their natural gas costs. and the pussibility of developing more unsfonn PG.4 

mechanisms tor Arizona LDCs. 

4. Arkma LDCs affected by this proceeding include: Bagdad Copper "4;uliet. Blad 

Mountain Gas. Braken E3ow Gas. Citims Utilities. Duncan Rwd Smke  Corporation. Graham 

County Utilities. and Southwa Gas. 

5. The PGA k i g n  Working Group met several times and a vgneg) of PGA and -gas 

p r m m t  relad issues %ere discussed. n e  wxking group was able to come to agreement 

on a number of issues 

6 The SWT Report on P U r r W  Gas .4djustor Mechanxsms rStaiT Reponr 

mcorpomtes a number of the wodmg pup's recommendations as well as addibnnal Staff 

rceommendatic~ns. The Staff recormneMiati ons are as follows: 

- i 'Ihe LDCs should pursur longer term. fixed price suppl? opions ai a tiable 

cqrion uim they choose which gas supplies to include in their supply portfolios To p r i d e  rfie 

LXs  with some level of assurance drat h y  will have an opportunity to recover their pn#Eedy 

i m t d  and ieasmable gas commodity costs retad to hed  price contracts. Nhile 

acknowledging the Commission's ovasight of gas procurement activities, the Commission 

should adopt l a n - q e  such as the following: 

"As a pireral principle, subjea to the circwnstances of my specific maner: if a 
contract ;tppeared to be prudent and reasonable at the :me it was entered into. 
given market conditions and other relevant fact=, the utdi?y should be permitted 
an opportunity to recover the gas costs associated with Rhat contract. However. 
the Commission has the right to review ail LIX: &as putchases on a case by ease 
brtsis." 

8. The Commission recognizes price stability as one of the goals of the natural gas 

procurement process. 

9. The banded 12-month rolling average mechanism, as described in Staffs repoft, 

should be adogted. I 
e . .  

Decision No. 
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10. The bank balance thresholds should be set as follows: 

Ria& Mountain Gas - Cave Creek Division $1 80,000 
Black Mountain Gas - Page Division !§60,000 
Broken Bow Gas $120,000 
Citizens Utilities - Northern Ari~ona Gas Division $4,200,000 
Citizens Utilities - Santa Cnu. Division $250,000 
Copper Market $7,500 
Duncan Rural Services $35.000 
Graham county Utilities 

6 southwest Gas 
$I 50;OOO 

$22,400,000 

If there is a significant change in the number of therms sold annually by an LDC, it may 

be necessary to adjust the bank balance thresholds. If such a situation arises, the LMI or Staff 

may initiate Commission review of the need to adjust the threshold. 

1 

1 The utility must either: 

I I .  When the bank balance is exceeded the following procedure should be followed: 

12 

13 

1. 

2. 

File for a PGA rate adjustment within 45 days of the threshold 
b e i i  exceeded, OR 

Contact Staff to discuss why a PGA rate adjustment is not 
necessary at that time. 

If option 2 is chosen, the Company should iramedily 
contact Staff to disass the reason@) why a PGA rate 
adjustment is not necessary. If S W  agrees that a 6li i  is 
not necessary, the Utilities Division Directm will notifjr the 
LDC in writing of such a finding and will identi@ any 
further conditions. If the LDC does not receive such it 
letter within 30 days of the bank baiance being exceeded, 
the LDC must file for a fGA late ediublment within 45 
days of the threshold being exceeded. 

This filing would be expected to impose a temprary charge or credit that would b 

added on to the on-going, rolhg avemge cost of gas. The credit or surcharge &odd have t 

definite expiration date. 

12. Far natural gas LDCs, the PGA rate &odd be banded so that the new PGA m 

for a month is no more than $0.07 pet them diffkmt than the PGA rate in effect during any o 

the preceding 12 months. To provide a similar level of flexibility to propane LWs. recogniziq 

the higher average price of propane, the band should be $0.12 per therm fw propane L W !  

rather than $0.07 per therm. 

Decision No. 
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1. 

2. 

3. 
4. 

5. 

6. 
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The Monthly PGA Report from each LDC should at a minimum contain the 

following: 

Purchases - including contract number, supplier, dollars, therms, supply 
basin (when available), transportation costs, and name of pipeline; 
Sales - including number of customers, dollars, and therms by customer 
class; 
Exchanged Gas (Account No. 806) - including doitars and t h e m ;  
Credits and Debits to Bank Balance - should include a separate sheet or 
sheets which detail each credit and debit and show how each credit and 
debit was calculated; 
PGA rolling average calculation worksheet - this calculation should 
include both commodity and transportation mas; and 
Person preparing report and telephone number 

Monthly PGA Report Format: 

1. 
2. 
5. 
4. 

Provision of Invoices for Monthly Purchases: 

Summary Sheet - see Appendix C, Exhibit A of the Staff Reportr 
Sales Summary Sheet - see Appendix C, Exhibit B; 
PGA rolling average calculation worksheet - see Appendix C, Exhibit C; and 
Sheets showing credits and debits calculations 

LDCs should provide a copy of all invoices for gas commodity and 
transportation purchases with each monthly report. LDCs should also 
include in each monthly report a copy of any receipts for other credits or 
charges to the PGA bank balance. Because of tbe large number of 
invoices Southwest Gas has, this requirement should be waived for it. but 
it must have the invoices available for Commission review. 

Other Repxting Issues: 

Filing Date - Monthly PGA Reports should be filei within 2 months of the 
month that the report covers. For example, the report for January 1999 
should be filed by the last day of March 1999. 

Price Lag in 12-month roiling average - There should be no more than 2 
months from the last month reflected in the 12-month average to the 
month to which the PGA me is applied. For example. the PGA rate for 
March 1999 should reflect gas costs for February 1 W8-3anuary 1999. 

14. The monthly PGA report should also codom. to the three Exhibits, with tb 

understanding that individual LDCs may work with Staff to inch~cic small report modification: 

to meet their reporting needs. 

Decision No. 
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15. The existing PGA bank balance should be frozen at the time the new PGA 

mechanism is implemented. The frozen bank balance would then be eliminated through a per 

them surcharge or credit set over an appropritde period of time. The PGA surcharge would 

automatically expire after the designated amortization period or when the combination of the 

remaining fwzen balance and the new balance will zero out the remaining frozen balance. 

whichever comes sooner. 

16. Each LDC should file for Commission approval of a rate to amortize the existing 

hank balance, such that the amortization rate will be approved before the new 12-month banded 

rolling average PGA mechanism is implemented. Because the bank balance amortization rate 

will be approved before the new mechanism goes into place, there will probably be 1-2 months 

of over or under-collections from the old PGA rate that will not be accounted for when the 

amortization rate is set for the existing bank balance. Any over or under-collection during this 1 - 
2 month transition period should be accounted for by rolling it into the new bank balance for the 

12-month banded rolling average PGA mechanism. 
I 17. Interest should be applied to over and under-collected bank balances incurred by 

Arizona LDCs u3ing the new banded 12-month rolling average PGA mechanism. The interest 

rate IO be applied is the Federal Reserve 3-month commercial paper rate. Interest shodd not be 

applied to the exihng bank balances that are to be frozen and am‘ wtized. 

18. Lf Cs must file tariff pages, report formats, and other information necessary to 

implement the ne R PGA mechanism by January 3 1, 1999. This filing should include a ptan to 

educate customers on the new PGA mechanism. 

. . .  

. . -  

... 

. . .  

. . .  

, . .  

. . .  

Decision No. 
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19. .4n important part of the implementation process will be transitioning from each 

LDC's currently effective PGA rate to each LDC's banded rolling average PGA rate. The design 

of the phase-in procedure should not be finalized until the spring of 1999, when the Commission 

and the LDCs will have a better idea of the relationship between each LDC's current PGA rates 

and each LDC's 12-month rolling average gas cost. Given that the LDCs would be filing with 

the Commission in the spring of 1999 to approve the amortization rate for the existing hank 

balance, the LDCs should also file for Commission approvd of the phase-in procedures at that 

20. The new PGA mechanism and resultant' PGA rates should take effect beginning 
t 

17 

18 

19 

20 
I 21 ~ 

22 

23 

24 

25 

26 

27 

28 

21. The LDCs should consider billing and rate design options that would help to 

address the pn*lem of price volatility. 

22. Southwest Gas should no longer use prorated billing when the new PGA 

mechanism goes into effect and rate changes should be applied to all usage on bills rendered on 

or after the effective date of the change. lf LDCs discover additional biiiing issues that need to 

be addressed, ti ey should work with Staff to address those issues. 

23. Copper Market must have a PGA mechanism plan in place to address the under- 

collected bank balance, including possibiy the parent compan: writing off the under-collected 

bank balance, t. July 1. 1999. Staff should approve such a pl in. If such a plan is in place by 

July I. 1999, Copper Market will be exempted from dl other requirements of this order. If such 

a plan is not in place by July 1.1999, Copper Market must implement the same M A  mechanism 

and meet the same requirements. 

24. 

in the Staff Report. 

25. 

A complete discussion of the recommendations and the related issues is containec 

Staff believes that adoption of the above recommendations will address the issue: 

of natural gas price ;olatility, gas cost recovery flexibility. and uniformi?y betwxn PGI 

mechanisms. 
I 

26. Staff has recommended approval of ?his filing. 

Decision NO. 
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CONCLUSIONS OF LA W 
1. Bagdad Copper W k e t ,  Bladr Mountain Gas, Broken Bow Gas, Citizens Utilities. 

Duncan Rual Senice Corporation, Graham County Utilities, and Southwest Gas are Arizona 

pyblic service corporations within the meaning of Article XV, Section 2, of the Arizona 

2. The Commission has jurisdiction over the LDCs and ovef the subject matter of this 
I 

3. Tbe Commission, having reviewed the Staff Report and Staffs Memorandum, 

dated October 19, 1998. concludes that it is in the public interest to approve Staff's 

I X X X ~ O r n .  

I 

1 
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JACK RUSE 
Execurtive, Secretary 


